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May 30, 2000

Prepared by the Financial Institution Audit Guides Combination Task Force and
Credit Unions and Banking and Savings Institutions Committees,
Professional Standards and Services, American Institute of Certified Public Accountants
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The CPA, Never Underestimate The Value?

May 30, 2000
Accompanying this letter is an exposure draft of a proposed AICPA Statement of Position
(SOP) Accounting by Certain Financial Institutions and Entities That Lend to or Finance-the
Activities of Others. The proposed SOP reconciles and conforms, as appropriate, the
accounting and financial reporting provisions established by the AICPA Audit and
Accounting Guides Banks and Savings Institutions (BSI Guide), May 1997; Audits of Credit
Unions (CU Guide), May 1997; and Audits of Finance Companies (FC Guide), May 1997.
The proposed SOP also explicitly includes in its scope two new kinds of entities: mortgage
companies and corporate credit unions. The final SOP will eventually be incorporated in a
new AICPA Audit and Accounting Guide.* Respondents may find it helpful to refer to the
existing AICPA Audit and Accounting Guides when considering the provisions of this
proposed SOP.
The AICPA is soliciting comments or suggestions on the exposure draft from preparers,
auditors, and users of financial statements of banks, savings institutions, credit unions,
mortgage companies, finance companies, and other entities that lend to or finance the
activities of others, and from other interested parties. Comments and suggestions are most
informative when they include reference to the specific paragraph number, provide
alternative wording, and include supporting reasoning.

AREAS REQUIRING PARTICULAR ATTENTION BY RESPONDENTS
Comments are specifically requested on the following issues addressed by the exposure
draft.
Scope
Issue 1. In deliberating the scope of the proposed SOP and combined Guide, the
Accounting Standards Executive Committee (AcSEC) determined that it was difficult to settle
on a precise definition of finance companies, and noted that the existing Guide for finance
companies also applies to both “independent and captive financing activities of other
companies.” AcSEC agreed with the approach taken in the FC Guide. That is, the activities
of companies engaged in finance activities are more important for determining the scope of
the proposed SOP and combined Guide, rather than the organization of the companies
themselves. (See paragraph 3e of the proposed SOP and the Appendix, “Background
Information and Basis for Conclusions,” paragraphs 10 and 11, herein.)

For ease of reference, the proposed AICPA Audit and Accounting Guide will also be referred to as new Guide or combined Guide
in this proposed SOP. The existing AICPA Audit and Accounting Guide Banks and Savings Institutions, will be referred to as the
Guide for banks and savings institutions or BSI Guide. The AICPA Audit and Accounting Guide Audits of Credit Unions, will be
referred to as the Guide for credit unions or CU Guide. The AICPA Audit and Accounting Guide Audits of Finance Companies will be
referred to as the Guide for finance companies or FC Guide.
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Is this approach operational for determining the applicability of the proposed SOP and
combined Guide to finance companies and financing activities? If not, why not and what is a
workable alternative approach?
Issue 2. Unlike the existing Guide for credit unions, this proposed SOP and the new Guide
will include in their scope corporate credit unions. AcSEC concluded that corporate credit
unions should be included on the basis that their activities are substantially similar to those
of the other financial institutions covered by the new Guide. (See paragraph 4 of the
proposed SOP and the Appendix, paragraph 12, herein.)
Is the scope of the proposed SOP with respect to corporate credit unions appropriate? Are
there any unique transactions or other issues that should be reflected in this SOP to
accommodate corporate credit unions?
Issue 3. This proposed SOP explicitly includes mortgage companies in its scope, and thus
the scope of the new Guide. Such entities were not explicitly included in the scope of the
existing Guide for banks and savings institutions. However, in practice, mortgage companies
often followed this guidance, particularly chapter 8, “Mortgage Banking Activities and Loan
Sales.” AcSEC concluded that mortgage companies should be included on the basis that
their activities are substantially similar to those of the other financial institutions covered by
the new Guide. (See paragraph 4 of the proposed SOP and the Appendix, paragraph 13,
herein.)
Is the scope of the proposed SOP with respect to mortgage companies appropriate? Are
there any unique transactions or other issues that should be reflected in this SOP to
accommodate mortgage companies?

Recognition and Measurement
Issue 4. Financial Accounting Standards Board (FASB) Statement of Financial Accounting
Standards No. 125, Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities, does not modify other generally accepted accounting
principles (GAAP), including AICPA Audit and Accounting Guides for certain industries, that
require accounting at the trade date for certain contracts to purchase or sell securities.
Guidance to that effect currently exists for banks, savings institutions, and credit unions in
the respective Guides for those industries, but not for finance companies. In keeping with
the objective of this project to reconcile the accounting practices among similar financial
institutions, AcSEC decided that accounting for regular-way securities transactions at trade
date should be required for finance companies. (See paragraph 6a of the proposed SOP
and the Appendix, paragraph 16, herein.)
Should finance companies be required to account for such securities at the trade date? If
not, should the accounting by banks, savings institutions, and credit unions be changed to
settlement date?
Issue 5. The Guide for banks and savings institutions addresses accounting for forward
standby commitments to purchase loans. Depending on the reasonableness of the
settlement period and other factors, these transactions are either accounted for as
4

commitment fees under FASB Statement No. 91, Accounting for Nonrefundable Fees and
Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases, or
at the higher of fair value or historical proceeds. AcSEC considered an alternative approach
under which forward standby commitments to purchase loans would always be accounted
for at fair value. Instead, AcSEC decided to retain the existing guidance and carry it forward
to the combined Guide. (See paragraph 6f of the proposed SOP and the Appendix,
paragraph 17, herein.)
Should the existing guidance in the Guide for banks and savings institutions be retained? Or
should forward standby commitments to purchase loans always be accounted for at fair
value? If so, how should they be distinguished from other kinds of loan commitments?
Issue 6: The Guide for finance companies provides specific guidance on income recognition
for impaired loans. AcSEC decided that specifying or illustrating certain income recognition
methods could imply that one method is preferable to others, and concluded that such
guidance should not be carried forward to the new Guide. (See the Appendix, paragraph 27,
herein.)
Is this decision appropriate? Or should the specific guidance on income recognition for
impaired loans be retained for finance companies, and if so, why? Or should other
alternatives for income recognition for impaired loans be considered?

Presentation and Disclosure
Issue 7: Paragraph 9c of the proposed SOP requires disclosure of the classification and
method of accounting for instruments within the scope of paragraph 14 of FASB Statement
No. 125. AcSEC concluded that such disclosures would be helpful to financial statement
users in understanding how these instruments are accounted for and classified in the
balance sheet. (See the Appendix, paragraph 31, herein.)
Is this disclosure requirement appropriate? Will these disclosures provide value to users of
financial statements in assessing the impact of these instruments?
Issue 8. Paragraph 9f of the proposed SOP requires disclosure of the extent, nature, terms,
and credit risk of financial instruments with off-balance-sheet credit risk, such as off-balancesheet loan commitments, financial guarantees, and letters of credit. These disclosures were
previously required by FASB Statement No. 105, Disclosure of Information about Financial
Instruments with Off-Balance-Sheet Risk and Financial Instruments with Concentrations of
Credit Risk, which was superseded by FASB Statement No. 133, Accounting for Derivative
Instruments and Hedging Activities. Because the use of financial instruments with offbalance-sheet risk is common to those entities engaged in lending activities, AcSEC
concluded that such disclosure requirements should be retained. (See the Appendix,
paragraph 32, herein.)
Is the disclosure requirement appropriate? Will these disclosures provide value to users of
financial statements in assessing the impact of these off-balance-sheet activities?
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Issue 9. Paragraph 10a of the proposed SOP discusses new regulatory capital disclosure
requirements for foreign banking organizations, if applicable. The existing disclosure
requirements in the Guide for banks and savings institutions do not apply to branches of
foreign banking organizations because such branches do not have capital. Nevertheless,
such branches are subject to requirements to maintain certain levels of capital equivalent
deposits and may be required to maintain other specified reserves. AcSEC concluded that
because failure to comply with such requirements can have an adverse effect on the
financial position and results of operations of such a branch, disclosures about such balance
requirements and a branch’s relative degree of compliance should be required. (See the
Appendix, paragraph 33, herein.)
Are the proposed disclosures appropriate?
Issue 10. Paragraph 10b of the proposed SOP discusses new regulatory capital disclosure
requirements for trust operations, if applicable. Trust banks and the trust operations of banks
with conventional charters may be subject to trust activity-related capital charges in addition
to or in tandem with the credit risk-driven risk-based capital requirements. Trust capital
requirements are not published, vary between the regulatory agencies, and may not be
uniformly applied to all trust operations of all institutions. Nonetheless, AcSEC believes that,
to the extent that an institution has been advised of an expectation that certain trust-related
capital levels be maintained, the entity’s relative compliance with such regulatory
expectations should be disclosed. (See the Appendix, paragraph 34, herein.)
Are the proposed disclosures appropriate?
Issue 11. The Guide for banks and savings institutions requires that comparative disclosures
be presented related to regulatory capital compliance. In applying this requirement to entities
that have completed a business combination, special requirements were necessary. AcSEC
believed it would not be representationally faithful to simply compare the combined capital
and risk weighted assets of the premerged entities, even in a pooling, to statutory capital
adequacy and prompt corrective action minimums or to actual or composite adjusted
minimums of the premerged entities. Such an approach might overlook mitigating factors
that may have been enhanced, or risks that may have been magnified and assessed
differently in a combined entity rather than in separate entities. It could inappropriately
suggest that the regulators may have reviewed and accepted such combined levels as
adequate when they actually had never made such an evaluation. For these reasons,
AcSEC concluded that the required disclosures in paragraph 10c of the proposed SOP are
the best means to achieve the objective of comparative presentations. (See the Appendix,
paragraph 35, herein.)
Are the proposed disclosures appropriate?
Issue 12. Paragraph 11 of this proposed SOP describes new regulatory capital disclosure
requirements for credit unions. The current Guide for banks and savings institutions requires
that such institutions disclose in footnotes to their financial statements certain matters about
their capital adequacy relative to regulatory minimum capital standards and prompt
corrective action requirements. Failure to comply with regulatory capital requirements could
have a material adverse effect on the financial position and results of operations of affected
institutions. The Guide for credit unions does not contain such requirements. AcSEC
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concluded that a credit union’s relative compliance with minimum net worth and soon to be
finalized capital and prompt corrective action requirements is equally important to readers of
credit union financial statements and thus similar disclosures of credit unions to those
currently in place for banks and savings institutions should be required. (See the Appendix,
paragraph 36, herein.)
Are the proposed disclosures appropriate?
Issue 13. Paragraph 12 of the proposed SOP discusses minimum net worth disclosure
requirements for mortgage companies. Failure to comply with minimum net worth (capital)
requirements imposed by secondary market investors could have a material adverse effect
on the financial position and results of operations of affected entities. Accordingly, AcSEC
concluded that a mortgage company’s relative compliance with minimum net worth
requirements should be disclosed similar to other institutions covered by the proposed SOP
and combined Guide. (See the Appendix, paragraph 37, herein.)
Are the proposed disclosures appropriate? Should these disclosures be required only on a
conditional basis as opposed to requiring such disclosures at all times even when the risk of
noncompliance is remote?

Effective Date and Transition
Issue 14. AcSEC has prescribed transition guidelines for recognition and measurement
provisions applied to an entity for the first time. For entities not previously subjected to these
provisions, initial application may result in a change in accounting, and if so, that change
would be reported as a cumulative effect of accounting change in conformity with
Accounting Principles Board (APB) Opinion No. 20, Accounting Changes. Transition
guidelines also allow for certain disclosure transition options. (See paragraphs 15 to 17 of
the proposed SOP and the Appendix, paragraphs 40 and 41, herein.)
Are these transition guidelines appropriate? If not, what other transition guidelines should be
provided and why?
Responses should be addressed to Sydney Garmong, Technical Manager, Professional
Standards and Services, File 2373, American Institute of Certified Public Accountants, 1455
Pennsylvania Avenue, NW, Washington, DC 20004-1081, or via email to
sgarmong@aicpa.org in time to be received by August 3 1 , 2000.
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Written comments on the exposure draft will become part of the public record of the AICPA
and will be available for public inspection at the AICPA library at Harborside Financial
Center, 201 Plaza Three, Jersey City, NJ, after August 3 1 , 2000, for one year.
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SUMMARY

Why Issued
This proposed Statement of Position (SOP) reconciles and conforms, as appropriate, the
accounting and financial reporting provisions established by the AICPA Audit and
Accounting Guides Banks and Savings Institutions, Audits of Credit Unions, and Audits of
Finance Companies. The proposed SOP also explicitly incorporates mortgage companies
and corporate credit unions in its scope. The final SOP will be incorporated in a new AICPA
Audit and Accounting Guide, which will supersede the existing Guides.* The AICPA Industry
Audit and Accounting Guides fall into category (b) of generally accepted accounting
principles (GAAP) in the hierarchy established by AICPA Statement on Auditing Standards
No. 69, The Meaning of Present Fairly in Conformity with Generally Accepted Accounting
Principles in the Independent Auditor’s Report. In reconciling the accounting and reporting
principles established by the three existing Guides, this proposed SOP specifies provisions
that are—
•
•
•

Applied authoritatively for the first time to a kind of entity not previously subject to such
provisions.
Eliminated for an entity previously subject to a provision in lieu of applying it for the first
time to other entities.
Unique to a kind of entity and its practices and preserved for that kind of entity but not
applied to other kinds of entities.

As discussed further in the Appendix, this proposed SOP is part of a larger AICPA project
designed to merge the three Guides. This broader project involves several other
reconciliations of materials in the former Guides, as follows:
•
•
•
•

Reconciliation of general information in the Guides
Reconciliation of auditing guidance in the Guides
Reconciliation of the descriptions of “category a” or “higher level” GAAP in the Guides
Reconciliation, where appropriate, of the sample financial statements in the Guides

These latter reconciliations will occur through conforming changes to the existing Guides at
the time that the Guides are actually merged.
In this proposed SOP, the Accounting Standards Executive Committee (AcSEC) modified
certain accounting and reporting provisions established by the existing Guides. These
modifications will be carried forward to the new Guide. These modifications include the
following:

For ease of reference, the proposed AICPA Audit and Accounting Guide will also be referred to as the new Guide or combined
Guide in this proposed SOP. The existing AICPA Audit and Accounting Guide Banks and Savings Institutions will be referred to as
the Guide for banks and savings institutions or BSI Guide. The AICPA Audit and Accounting Guide Audits of Credit Unions, will be
referred to as the Guide for credit unions or CU Guide. The AICPA Audit and Accounting Guide Audits of Finance Companies, will be
referred to as the Guide for finance companies or FC Guide.
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•

•

•

•

•

•

Accounting guidance for sales of servicing rights related to loans retained was modified
to follow the revenue recognition model of Financial Accounting Standards Board (FASB)
Emerging Issues Task Force (EITF) Issue No. 95-5, Determination of What Risks and
Rewards, If Any, Can Be Retained and Whether Any Unresolved Contingencies May
Exist in a Sale of Mortgage Loan Servicing Rights, and the “basis allocation” approach
used in FASB Statement of Financial Accounting Standards No. 125, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. (See
paragraph 6j of this proposed SOP.)
Accounting guidance for purchases of receivables and factoring commissions is clarified
to indicate applicability of FASB Statement No. 91, Accounting for Nonrefundable Fees
and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of
Leases, to these transactions. (See paragraph 8d of this proposed SOP.)
Disclosure of the entity’s policy for classification and method of accounting for interest
only strips and other instruments covered by paragraph 14 of FASB Statement No. 125
is added. (See paragraph 9c of this proposed SOP.)
Disclosure of the nature, terms, and extent of financial instruments with off-balancesheet credit risk, except for those instruments already within the scope of FASB
Statement No. 133, Accounting for Derivative Instruments and Hedging Activities, is
added. (See paragraph 9f of this proposed SOP.)
Disclosures related to foreign banking organizations, trust operations, and business
combinations, are added to existing regulatory capital disclosure requirements for banks
and savings institutions. (See paragraph 10 of this proposed SOP.)
Disclosure of the amount of loans past due ninety days and still accruing, and the entity’s
policy for determining past due status is added. (See paragraphs 13b and 13a(3) of this
proposed SOP.)

This proposed SOP will be the only document exposed for public comment in connection
with the preparation of the combined Guide. The remainder of the process of preparing the
combined Guide will involve only conforming changes.
What it Does
The proposed SOP eliminates differences in accounting established by the Guides among
financial institutions (that is, banks, credit unions, finance companies, and savings
institutions), where such differences are not warranted. The proposed SOP also explicitly
incorporates mortgage companies and corporate credit unions in its scope. It carries forward
accounting guidance for transactions unique to certain financial institutions. A summary of
these matters follows.
Differences Resolved
Most of the differences between the respective Audit Guides represent presentation or
disclosure requirements. One of the more important differences involves disclosure about
regulatory capital requirements. The Guide for banks and savings institutions requires these
disclosures, but the Guide for credit unions does not. Under the proposed SOP, regulatory
capital disclosures will be required for credit unions. Many of the other presentation and
disclosure differences are similarly reconciled.
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Unique Issues Carried Forward From Existing Guides
The following are provisions of the existing Guides that AcSEC believes should not be
changed because underlying facts support different accounting.
•

•

•

Credit unions report certain amounts placed in their deposit insurance funds as assets if
such amounts are fully refundable, as a result of unique operating aspects of the credit
union share insurance fund. Banks and savings institutions expense payments to their
deposit insurance fund as incurred. (See paragraph 7a of this proposed SOP.)
Credit unions must recognize member shares accounts as deposit liabilities under
GAAP. Current regulatory reporting principles for credit unions require these shares to
be reflected as equity. (See paragraph 7b of this proposed SOP.)
Transactions in which captive finance companies offer favorable financing to increase
sales of related companies are not exempt from the requirements of Accounting
Principles Board (APB) Opinion No. 21, Interest on Receivables and Payables, under the
exceptions in paragraph 3(d) of that Opinion. (See paragraph 7c of this proposed SOP.)

What It Means for Banks and Savings Institutions
New requirements for banks and savings institutions include the following:
•

•
•

•

•

Disclosure of accounting policies for placing loans on nonaccrual status, recording
payments collected on nonaccrual loans, and resuming accrual of interest on nonaccrual
loans, charging off uncollectible loans, and determining past due status of loans (See
paragraph 13a of this proposed SOP.)
Disclosure of amount of nonaccrual loans and loans past due ninety days or more and
still accruing as of each balance sheet date (See paragraph 13b of this proposed SOP.)
Specific guidance on accounting for delinquency fees, prepayment fees, rebates, and
factoring commissions, and insurance commission arrangements (See paragraph 8 of
this proposed SOP.)
Regulatory capital disclosure requirements for banks and savings institutions are
updated for new disclosures related to foreign banking operations, trust operations, and
business combinations (See paragraph 10 of this proposed SOP.)
Specific disclosure and presentation guidance related to insurance subsidiaries (See
paragraphs 13c, d and e of this proposed SOP.)

Other changes include the following:
•
•

Guidance about accounting for sales of servicing rights related to loans retained is
modified. (See paragraph 6j of this proposed SOP.)
Specific guidance about balance sheet presentation of cash and cash equivalents,
interest-bearing deposits with other institutions, and federal funds purchased and
repurchase agreements is eliminated. (BSI Guide, paragraphs 4.06 and 12.31.)
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What It Means for Credit Unions
New requirements for credit unions include the following:
•
•
•
•

•

•

Disclosure of regulatory capital matters (See paragraph 11 of this proposed SOP.)
Disclosure of accounting policies for charging off uncollectible loans and determining
past due status of loans (See paragraph 13a of this proposed SOP.)
Disclosure of the amount of loans past due ninety days or more and still accruing as of
each balance-sheet date (See paragraph 13b of this proposed SOP.)
Specific recognition and measurement guidance for certain transactions, to the extent
they apply to credit unions, including the following:
— Accounting for obligations incurred in short sales (See paragraph 6b of this
proposed SOP.)
— Classifying Federal Home Loan Bank (FHLB) or Federal Reserve Bank stock
as a restricted security, carried at cost and evaluated for impairment (See
paragraph 6c of this proposed SOP.)
— Reporting nonmortgage loans held for sale (in addition to mortgage loans held
for sale) at lower of cost or market value (See paragraph 6e of this proposed
SOP.)
— Accounting for forward standby commitments to purchase loans (See
paragraph 6f of this proposed SOP.)
— Accounting for deposit “float” as a liability (See paragraph 6k of this proposed
SOP.)
— Accounting for dividends on redeemable preferred stock (See paragraph 6l of
this proposed SOP.)
— Accounting for delinquency fees, prepayment fees, rebates, and factoring
commissions (See paragraph 8 of this proposed SOP.)
Specific guidance on presenting certain items on the balance sheet or income statement,
to the extent they apply to credit unions, including net gains or losses on dispositions of
other assets, long-term obligations, and mortgage backed bonds treated as borrowings
(See paragraph 9 of this proposed SOP.)
Specific disclosure and presentation guidance related to insurance subsidiaries (See
paragraphs 13c, d, and e of this proposed SOP.)

The requirements eliminated for credit unions are as follows:
•

•

Disclosure of significant factors affecting the carrying amount of mortgage related
derivative securities, such as prepayments and interest rates, and separate disclosure of
carrying amount and fair value of mortgage related derivative securities (CU Guide,
paragraph 4.44.)
Disclosure of additional information about repurchase and reverse repurchase
agreements, apart from disclosures already required by FASB Statement Nos. 107,
Disclosures About Fair Value of Financial Instruments; and 125, such as a description of
securities underlying the agreements, cost of the agreements and accrued interest,
market value of securities underlying the agreements, and so forth (CU Guide,
paragraphs 4.46 and 9.14.)
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•

•

Disclosure of additional information about servicing activities, apart from disclosures
required by FASB Statement No. 125, such as the amount of the credit union’s servicing
portfolio, a roll-forward of deferred loan sale premium or discount activity, the nature and
extent of any recourse provisions, and the nature and extent of off-balance-sheet escrow
accounts (CU Guide, paragraph 7.22.)
Disclosure of additional information about credit union deposits, including major kinds of
interest-bearing and non-interest-bearing deposits by interest rate ranges, weighted
average interest rates paid on deposits and related balances by kind of deposit at year
end, and dividend (interest) expense by kind of account (CU Guide, paragraph 8.04.)

What It Means for Finance Companies
New requirements for finance companies include the following:
•

•
•
•

•

Specific recognition and measurement guidance for certain transactions, to the extent
they apply to finance companies, such as the following:
— Recording of purchases and sales of securities on the trade date (See
paragraph 6a of this proposed SOP.)
— Accounting for obligations incurred in short sales (See paragraph 6b of this
proposed SOP.)
— Reporting loans that management has the intent and ability to hold for the
foreseeable future or to maturity or payoff at amortized cost (See paragraph
6d of this proposed SOP.)
— Reporting nonmortgage loans held for sale (in addition to mortgage loans held
for sale) at lower of cost or market value (See paragraphs 6e and 6h of this
proposed SOP.)
— Accounting for forward standby commitments to purchase loans (See
paragraph 6f of this proposed SOP.)
— Criteria for recognition of sales of servicing rights (See paragraphs 6i and 6j of
this proposed SOP.)
— Accounting for dividends on redeemable preferred stock (See paragraph 6l of
this proposed SOP.)
Disclosure of accounting policy for determining past due status of loans (See paragraph
13a of this proposed SOP.)
Disclosure of the amount of loans past due ninety days or more and still accruing as of
each balance-sheet date (See paragraph 13b of this proposed SOP.)
Specific guidance on presenting certain items in the balance sheet or income statement,
to the extent they apply to finance companies, such as premises and equipment, net
gains or losses on dispositions of other assets, mortgage-backed bonds treated as
borrowings (See paragraph 9 of this proposed SOP.)
Specific disclosure guidance for certain transactions, to the extent they apply to finance
companies, including restrictions on the use of cash balances, loans, and securities
pledged as collateral, and accounting policies for basis of carrying loans and recognition
of interest income (See paragraph 9 of this proposed SOP.)
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Other changes are as follows:
•

•
•
•
•

Specific guidance on accounting for delinquency fees, prepayment fees, rebates,
factoring commissions, and advances and overadvances to factoring clients is modified
to be consistent with FASB Statements No. 91 and No. 125. (See paragraph 8 of this
proposed SOP.)
Specific guidance for suspending income recognition on nonperforming loans is
eliminated to be consistent with other Guides. (FC Guide, paragraphs 2.15 to 2.17.)
Specific guidance on accounting for repossessed assets is eliminated to be consistent
with the other Guides (FC Guide, paragraphs 2.33 to 2.35.)
Specific guidance on disclosure of other income is eliminated. (FC Guide, paragraph
2.47.)
Specific guidance on accounting for premium revenue recognition for different kinds of
policies is eliminated to be consistent with the other Guides. (FC Guide, paragraph 5.15.)

What It Means for Corporate Credit Unions and Mortgage Companies
Corporate credit unions and mortgage companies are included in the scope of this proposed
SOP and the combined Guide. These entities were not previously subject to the provisions
of the Guide for credit unions and the Guide for banks and savings institutions, respectively.
Corporate credit unions and mortgage companies will be subject to new accounting and
reporting provisions and disclosure requirements, including disclosures about regulatory
capital and net worth requirements.
What It Means for Entities That Are Not Finance Companies but That Have Financing
Activities
Consistent with the approach taken in the FC Guide, financing activities of entities that are
not finance companies are included in the scope of this proposed SOP and will be subject to
the combined Guide. Such entities will remain subject to those provisions, as modified by
this proposed SOP, to which they were subject under the FC Guide. Such entities will also
be subject to those provisions, relating to financing activities which are added by this
proposed SOP for entities covered by the scope of the FC Guide. Such entities will not be
subject to those provisions relating to activities other than financing activities. Paragraph 11
of the Appendix identifies those provisions of this proposed SOP that are not applicable to
such entities.

18

PROPOSED STATEMENT OF POSITION
ACCOUNTING BY CERTAIN FINANCIAL INSTITUTIONS AND
ENTITIES THAT LEND TO OR FINANCE THE ACTIVITIES OF OTHERS
AN AMENDMENT OF EXISTING AICPA AUDIT AND ACCOUNTING GUIDES

INTRODUCTION
1.

Most lending and deposit-taking transactions are similar and should be accounted for
similarly. Currently, certain differences in accounting for similar transactions exist
between banks, savings institutions, credit unions, and finance companies. That
banks, savings institutions, credit unions, and finance companies are organized
differently is less relevant to the accounting and financial reporting of underlying
transactions than that each primarily lends or takes deposits (or both).

2.

This proposed Statement of Position (SOP) conforms, where appropriate, differences
between the accounting and financial reporting provisions established by the AICPA
Audit and Accounting Guides Banks and Savings Institutions (BSI Guide), Audits of
Credit Unions (CU Guide), and Audits of Finance Companies (FC Guide). The SOP
proposes resolution of accounting differences for similar transactions. As a result, it
will improve the consistency in accounting and reporting by those entities. This
proposed SOP carries forward accounting guidance for transactions by differently
organized entities determined to be unique. The proposed SOP also explicitly
incorporates mortgage companies and corporate credit unions in its scope. The final
SOP will be incorporated in the accounting and financial reporting sections of a new
AICPA Audit and Accounting Guide (new Guide or combined Guide), that would
supersede the existing Guides.

SCOPE
3.

This proposed SOP applies to all banks and savings institutions, credit unions, and
finance companies subject to the existing AICPA Auditing and Accounting Guides
Banks and Saving Institutions, Audits of Credit Unions, and Audits of Finance
Companies, respectively. That population includes the following:
a.

Depository institutions1 insured by the Federal Deposit Insurance
Corporation’s (FDIC’s) Bank Insurance Fund (BIF) or Savings Association
Insurance Fund (SAIF), or the National Credit Union Administration’s
(NCUA’s) National Credit Union Share Insurance Fund (NCUSIF), whatever
the institution’s charter

b.

Bank holding companies

For purposes of this SOP, financial institution (or institution) denotes a bank, credit union, finance company, mortgage company, or
1
savings institution. Depository institution denotes a bank, credit union, or savings institution but not a finance company or mortgage
company.
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4.

5.

c.

Savings and loan association holding companies

d.

Branches and agencies of foreign banks regulated by U.S. federal banking
regulatory agencies

e.

Finance companies, including finance company subsidiaries, and independent
and captive financing activities of all kinds of enterprises

f.

State-chartered banks, credit unions, and savings institutions that are not
federally insured

g.

Foreign financial institutions whose financial statements are purported to be
prepared in conformity with accounting principles generally accepted in the
United States

This proposed SOP also applies to preparation of financial statements of the
following:
a.

Mortgage companies

b.

Corporate credit unions

The proposed SOP also applies to certain insurance activities of financial institutions
(See paragraphs 8e, 13c, 13d, and 13e), but does not otherwise apply to insurance
companies, broker-dealers in securities, or investment companies.

CONCLUSIONS
Recognition and Measurement
6.

Recognition and measurement principles established by and carried forward from the
1997 BSI Guide to the combined Guide follow. Conforming changes are specifically
noted by bold italicized or strike-through text. Reference to specific paragraphs within
the respective Guides is noted parenthetically.
a.

Regular-way purchases and sales of securities should be are recorded in
the balance sheet on the trade date. Gains and losses from regular-way
security sales or disposals should be recognized as of the trade date in the
statement of operations for the period in which securities, are sold or otherwise
disposed of. (BSI Guide, paragraph 5.89; CU Guide, paragraph 4.21)

b.

The obligations incurred in short sales should be reported as liabilities and
adjusted to fair value through the income statement at each reporting date.
Such liabilities are generally called “securities sold, not yet purchased.”
Interest on the short positions should be accrued periodically and reported as
interest expense. (BSI Guide, paragraph 5.90)
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c.

Federal Home Loan Bank (FHLB) or Federal Reserve Bank stock should be
is more properly classified as a restricted investment security, carried at cost,
and evaluated for impairment. (BSI Guide, paragraph 5.94) Both cash and
stock dividends are received on FHLB stock and are reported as income. The
stock dividends are redeemable at par value. (BSI Guide, paragraph 5.96) In
evaluating the effects of legislation on the FHLBs, the independent accountant
may it may be presumed that at least a temporary decline in value could
have occurred if such legislation requires an FHLB to make payments to the
Resolution Funding Corporation (REFCORP) or other entities in addition to
the required payments to the Financing Corporation (FICO) and if these
payments cause the FHLB's total equity to fall below its aggregate capital
stock amount. FHLB stock is generally viewed as a long-term investment.
Accordingly, when evaluating FHLB stock for impairment, its value should
be determined based on the ultimate recoverability of the par value rather
than by recognizing temporary declines in value. The determination of
whether the decline is other than temporary in nature is influenced by criteria
such as the following:
•
The significance of the decline in net assets of the FHLBs as
compared to the capital stock amount for the FHLBs and the length of
time this situation has persisted
•
Commitments by the FHLBs to make future payments to REFCORP
and other entities and the level of such payments in relation to the
operating performance of the FHLBs
•
The impact of legislative and regulatory changes on the savings
institutions industry and, accordingly, on the customer base of the
FHLBs
•
The liquidity position of the FHLBs (BSI Guide, paragraph 5.97)

d.

Loans that management has the intent and ability to hold for the foreseeable
future or until maturity or payoff should be reported in the balance sheet at
outstanding principal adjusted for any chargeoffs, the allowance for loan
losses, any deferred fees or costs on originated loans, and any unamortized
premiums or discounts on purchased loans.2 (BSI Guide, paragraph 6.45; CU
Guide, paragraph 5.16)

e.

Other Nonmortgage loans held for sale should be reported at the lower of
cost or market value. (BSI Guide, paragraph 6.46)

f.

Institutions sometimes enter into forward standby commitments to purchase
loans at a stated price in return for a standby commitment fee. In such an
arrangement, settlement of the standby commitment is the option of the seller
and results in delivery only if the contract price exceeds the market price of
the underlying loan or security on the settlement date. A standby commitment
differs from a mandatory commitment in that the institution assumes all the
market risks of ownership but shares in none of the rewards. A standby

2

AcSEC has a project under way to update Practice Bulletin No. 6, Amortization of Discounts on Certain Acquired Loans. The
proposed SOP, Accounting for Certain Purchased Loans, affects the accounting, disclosure, and presentation of purchased loans
within its scope. That proposed SOP introduces new terminology related to discounts on purchased loans, of which readers should
be aware.
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commitment is, in substance, a written put option that will be exercised only
if the value of the loans is less than or equal to the strike price. Many
institutions use standby commitments to supplement their normal loan
origination volume. If the settlement date is within a reasonable period (for
example, a normal loan commitment period) and the institution has the
intention and ability to accept delivery without selling assets, standby
commitments are generally viewed as part of the normal production of loans,
and institutions record loans purchased under standby commitments at cost
on the settlement date and amortize the standby commitment fee over the
estimated life of the loans, in conformity with Financial Accounting Standards
Board (FASB) Statement No. 91, Accounting for Nonrefundable Fees and
Costs Associated with Originating or Acquiring Loans and Initial Direct Costs
of Leases. However, if the settlement date is not within a reasonable period or
the institution does not have the intention and ability to accept delivery without
selling assets, the standby commitment generally is accounted for as a written
put option. In that case, the option premium received (standby commitment
fee) should be recorded as a liability representing the fair value unrealized
loss of the standby commitment on the trade date. Thereafter, the liability
should be accounted for at the greater of the initial standby commitment fee
or the fair value of the written put option unrealized loss. Unrealized gains
(that is, recoveries of unrealized losses) or losses should be credited or
charged to current operations.3 (BSI Guide, paragraph 6.69)
g.

Actual Ccredit losses for loans, which may be for all or part of a particular
loan, should be deducted from the allowance and the related loan balance
should be charged off in the period in which they are deemed uncollectible.
Recoveries of loans previously charged off should be added to the allowance
when received. Actual Ccredit losses for off-balance-sheet financial
instruments should be deducted from the liability for credit losses in the period
in which they are deemed uncollectible the liability is settled.4 (BSI Guide,
paragraph 7.30; CU Guide, paragraph 6.15; FC Guide, paragraph 2.42)

h.

Once a decision has been made to sell loans not classified as held for sale,
they should be carried at the lower of cost or market value.5 (BSI Guide,
paragraph 8.14; CU Guide, paragraph 7.10)

i.

Criteria that should be considered when evaluating whether a transfer sate of
mortgage servicing rights qualifies as a sale has occurred should include—
•

Whether the seller has received written approval from the investor if
required.

3

This paragraph applies only to standby commitments to purchase loans. It does not apply to other customary kinds of commitments
to purchase loans, nor does it apply to commitments to originate loans. If a standby commitment meets the definition of a derivative
instrument in FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities (for example, if it includes a net
cash settlement provision), the commitment should be accounted for in accordance with FASB Statement No. 133.
4

Off-balance-sheet financial instruments refers to off-balance-sheet loan commitments, standby letters of credits, and financial
guarantees, and other similar instruments with off-balance-sheet credit risk. However, it does not apply to derivative instruments that
are carried at fair value on the balance sheet.

5

This paragraph applies to both mortgage and nonmortgage loans.
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•
•

Whether the buyer is a currently approved seller/servicer and is not at
risk of losing approved status.
In the event of a sale in which the seller finances a portion of the sales
price, whether an adequate nonrefundable down payment has been
received (necessary to demonstrate the buyer's commitment to pay the
remaining sales price) and whether the note receivable from the buyer
provides full recourse to the buyer. Nonrecourse notes or notes with
limited recourse (such as to the servicing) are not acceptable. (BSI
Guide, paragraph 8.24; CU Guide, paragraph 7.18)

j.

Sales of servicing rights relating to loans previously sold should may be
recognized in income subject to the considerations discussed below.6 Sales of
servicing rights relating to loans that are retained should not be recognized in
income at the time of sale should also be recognized in income subject to
the considerations below. At the date of sale, the carrying amount
should be allocated between the servicing rights and loans retained
using relative fair values in a manner consistent with paragraph 10(b) of
FASB Statement No. 125, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities.7 The-proceeds from
such sales should be accounted for in a manner similar to loan discounts and
amortized using the interest method as an adjustment to the yield of the
related loans. (BSI Guide, paragraph 8.20; CU Guide, paragraph 7.13)

k.

The institution’s liability for deposits originates and should be recognized at
the time deposits are received rather than when the institution collects the
funds. (BSI Guide, paragraph 11.30) Checks that are deposited by customers
and that are in the process of collection and are currently not available for
withdrawal (deposit float) should be recorded as assets and liabilities.
Deposits should not be recorded based solely on collections. (BSI Guide,
paragraph 11.31)

l.

For redeemable preferred stock of a subsidiary accounted for as liabilities a
liability in a parent’s consolidated financial statements, dividends should
be included in the determination of income as interest expense. For
redeemable preferred stock of a subsidiary accounted for as a minority
interest in a subsidiary in a parent’s consolidated financial statements,
the dividends should be presented as minority interest in income of a
subsidiary. For redeemable preferred stock of a parent treated as capital,
but displayed in the balance sheet as mezzanine capital, dividends should be
included in the statement of changes in shareholders’ equity. (BSI Guide,
paragraph 13.28)

As used in this paragraph, “subject to considerations below” refers to guidance in paragraphs 8.21 to 8.27 of the BSI Guide, which
6
includes a reference to Emerging Issue Task Force (EITF) Issue No. 95-5. EITF Issue No. 95-5 provides guidance for determining
whether a transfer of servicing rights should be accounted for as a sale.
7 FASB Statement No. 125 does not address transfers of servicing rights because they are not financial assets. However, this
Statement addresses transactions in which loans are transferred with servicing retained, and governs allocation of basis between
loans and servicing rights for those transactions.
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7.

Following are accounting practices unique to credit unions or finance companies that
were initially established by the CU Guide or the FC Guide, and are carried forward,
with conforming changes, to the combined Guide.
a.

NCUSIF Deposit. Amounts deposited with the NCUSIF should be accounted
for and reported as assets as long as such amounts are fully refundable. The
refundability of NCUSIF deposits should be evaluated periodically. When the
refundability of a deposit is evaluated, the financial condition of both the credit
union and of the NCUSIF should be considered. Deposits may be returned to
solvent credit unions for a number of reasons, including termination of
insurance coverage, conversion to insurance coverage from another source,
or transfer of operations of the insurance fund from the NCUA Board.
Insolvent or bankrupt credit unions are not entitled to a return of their deposits.
To the extent that NCUSIF deposits are not refundable, they should be
charged to expense in the period in which the deposits are made or the assets
become impaired. (CU Guide, paragraph 10.20)
In years in which the equity of the NCUSIF exceeds "normal operating levels,"
the NCUA Board is required to make distributions to insured credit unions to
reduce the equity to normal operating levels. Such distributions may be in the
form of a waiver of insurance premiums, premium rebates, or cash payments.
Payments received in connection with that reduction in the equity of the
NCUSIF should be reported as current-period income in the period in which it
is determined that a distribution will be made. (CU Guide, paragraph 10.21)
The system of savings account insurance established by the recapitalization
of the NCUSIF, which provided for reserves of 1 percent of insured deposits,
is based on the concept that the required deposits create a fund with an
earning potential sufficient to provide for the risk of losses in the credit union
system. In years in which the earnings of the fund have been adequate to
provide insurance protection and cover all expenses and losses incurred by
the fund, the NCUA Board has elected to waive the insurance premiums due
from insured credit unions. In those years, it has been industry practice to net
imputed earnings on the insurance deposits against imputed premium
expense rather than present them as gross amounts on the statement of
income. In years in which the insurance premiums are not waived by the
NCUA Board, the premiums should be expensed in the period to which they
relate. To the extent that the NCUA Board assesses premiums to cover prior
operating losses of the insurance fund or to increase the fund balance to
"normal operating levels," credit unions should expense those premiums when
assessed. (CU Guide, paragraph 10.22)

b.

Federal credit unions are required to report members' shares as equity for
regulatory purposes.8 Generally accepted accounting principles (GAAP)

8

The Credit Union Membership Access Act (H.R. 1151) was passed into law in August 1998. This legislation requires all federally
insured credit unions with assets of $10 million and over to follow generally accepted accounting principles (GAAP) for call reporting
(regulatory) purposes. The NCUA has modified its call reporting forms to comply with H.R. 1151 effective September 30, 1999.
Federally insured credit unions with assets of $10 million and over are no longer required, or permitted, to report members’ shares as
equity for regulatory purposes.
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require that all member deposit accounts of credit unions, including member
shares, be reported as liabilities in the statement of financial condition. It must
be unequivocal on the face of the statement of financial condition that deposit
accounts are a liability. The statement of financial condition must either (a)-( 1)
present deposit accounts as the first item in the liabilities and equity section or
(b) (2) include deposit accounts within a captioned subtotal for total liabilities.
An unclassified presentation whereby all liabilities and equity are shown
together under one subheading and savings accounts are presented as the
last item before retained earnings is not an acceptable presentation. The
interest paid or accrued on these accounts, commonly referred to as
"dividends," should be reported as an expense on the statement of income,
and the amount of interest payable to members should be included as a
liability in the statement of financial condition. This is the same position that
the FASB’s Emerging Issues Task Force (EITF) took in EITF Issue No. 89-3,
Balance Sheet Presentation of Savings Accounts in Financial Statements of
Credit Unions. (CU Guide, paragraph 8.05)
c.

8.

Transactions in which cCaptive finance companies that offer favorable
financing to increase sales of related companies may present particular
problems are not exempted from the scope of Accounting Principles
Board (APB) Opinion No. 21, Interest on Receivables and Payables, by
paragraph 3(d) of that Opinion. Opinion 21 provides accounting guidance to
use if the face amount of the note does not reasonably represent the present
value of the consideration given or received in an exchange. (FC Guide,
paragraph 2.13)

Following are recognition and measurement principles initially established by the FC
Guide, and carried forward, with conforming changes, to the combined Guide and
applicable to all entities within its scope:
a.

Delinquency fees conceptually should be recognized in income when
chargeable, assuming collectibility is reasonably assured. In—practice,
delinquency fees generally are-recognized in income when-collected, because
that approach simplifies efforts to account for such relatively minor receipts.
(FC Guide, paragraph 2.20)

b.

Prepayment penalties should not be recognized in income until loans are
prepaid, except that the possibility of prepayment penalties may affect
the accounting resulting from the application of paragraph 18(a) of
FASB Statement No. 91. (FC Guide, paragraph 2.21)

c.

Rebates are cancellations of portions of the precomputed finance charges on
discount loans that occur when loan payments are made ahead of schedule.
Rebate calculations generally are governed by state laws and may differ from
unamortized finance charges on discount loans because many states require
rebate calculations to be based on the Rule of 78s or other methods instead
of the interest method. Accrual of interest income on discount loans should
not be affected by the possibility that rebates may be calculated on a method
different from the interest method, except that the possibility of rebates
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affects the accounting resulting from the application of paragraph 18(a)
of FASB Statement No. 91. Differences between rebate calculations and
accrual of interest income merely adjust original estimates of interest income
and should be recognized in income when loans are prepaid or renewed. (FC
Guide, paragraph 2.22)
d.

Finance companies should recognize factoring commissions over the periods
in which services are rendered. Those periods begin when finance companies
approve customers' credit and end when the customers' accounts are settled.
In practice, finance companies generally recognize factoring commissions are
bought, not over the longer period of providing services, because the
differences between the effects of such allocations and the effects of
immediate recognition generally would be immaterial. If the differences
between the effects of such allocations and the effects of immediate
recognition are material, recognized over the longer period of providing
services. Transfers of receivables under factoring arrangements meeting
the sale criteria of paragraph 9 of FASB Statement No. 125 are
accounted for by the factor as purchases of receivables. The acquisition
of receivables and accounting for purchase discounts such as factoring
commissions should be done in accordance with FASB Statement No.
91 or AICPA Practice Bulletin No. 6, Amortization of Discounts on
Certain Acquired Loans, as applicable.9 Transfers not meeting the sale
criteria in FASB Statement No. 125 are accounted for as secured loans
(that is, loans collateralized by customer accounts or receivables).
Factoring commissions under these arrangements should be recognized
over the period of the loan contract in accordance with FASB Statement
No. 91. That period begins when the finance company approves a
customer’s credit and ends when the customer’s account is settled. If
the factor in a secured borrowing obtains control of the collateral as
described in paragraph 15 of FASB Statement No. 125, the factor must
record on its balance sheet the collateral and its obligation to return the
collateral.10 (FC Guide, paragraph 2.24)

e.

Income from experience-rated or retrospective commission arrangements
should be accrued over the applicable insurance risk period. (FC Guide,
paragraph 5.22)

Presentation and Disclosure
9.

Presentation and disclosure principles established by and carried forward from the
BSI Guide to the combined Guide follow. Conforming changes are specifically noted
by bold italicized or strike-through text. Certain of these disclosure principles were

g

AcSEC has a project under way to replace Practice Bulletin No. 6. The proposed SOP, Accounting for Certain Purchased Loans
(originally titled Accounting for Discounts Related to Credit Quality), affects the accounting, disclosure, and presentation of
purchased loans within its scope. Readers should be alert to any final pronouncement.
10 In June 1999, the FASB issued a Proposed Statement of Financial Accounting Standards, Accounting for Transfers of Financial
Assets, an amendment of FASB Statement No. 125. This exposure draft proposes to revise the collateral recognition requirements
of FASB Statement No. 125. Readers should be alert to any final pronouncement.
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also established separately for credit unions or finance companies or both. Reference
to specific paragraphs within the respective Guides is noted parenthetically.
a.

Restrictions on the use or availability of certain cash balances, such as
deposits with a Federal Reserve Bank or FHLB or correspondent financial
institutions to meet reserve requirements or deposits under formal
compensating balance agreements, should be disclosed in the financial
statements. (BSI Guide, paragraph, 4.06; and the CU Guide, paragraph 3.06)

b.

Except for transactions within the scope of paragraph 15(a) of FASB
Statement No. 125,11 the carrying amount of investment assets pledged to
secure public funds, securities sold under repurchase agreements, and for
other borrowings should also be disclosed in the notes to the financial
statements pursuant to paragraphs 18 and 19 of FASB Statement No. 5,
Accounting for Contingencies. (BSI Guide, paragraph 5.105; CU Guide,
paragraph 4.34)

c.

Management’s disclosure in the summary of significant accounting policies
should include the following:
•
The basis for accounting for loans and lease financings, both held in a
portfolio and held for sale
•
The method for determining the carrying amounts of non-mortgage
loans held for sale12
•
The classification and method of accounting for interest only
strips, loans, other receivables, or retained interests in
securitizations that can be contractually prepaid or otherwise
settled in a way that the holder would not recover substantially all
of its recorded investment13
•
The method for recognizing interest income on loans, including a
statement about the institution’s policy for treatment of loan fees and
costs, including the method of amortizing net deferred fees or costs
(BSI Guide, paragraph 6.71; CU Guide, paragraph 5.48)

d.

Loans are typically presented on the balance sheet as an aggregate amount.
However, loans held for sale should be a separate balance-sheet category.
Major categories of loans should be presented separately either in the
balance sheet or in the notes to the financial statements. The allowance for
credit losses and, as applicable, any unearned income, any unamortized

An exposure draft by the FASB to amend FASB Statement No. 125 proposes to remove the collateral reclassification
1
requirements. Readers should be alert to any final pronouncement.
12

A similar requirement exists for mortgage loans held for sale. See paragraph 29 of FASB Statement No. 65, Accounting for
Certain Mortgage Banking Activities.

13

This disclosure requirement applies to instruments within the scope of paragraph 14 of FASB Statement No. 125, as amended by
FASB Statement No. 133. Additionally, an Exposure Draft by the FASB to amend FASB Statement No. 125 proposes to significantly
alter the disclosure requirements surrounding securitized financial assets. Readers should be alert to any final pronouncement.
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premiums and discounts,14 and any net unamortized deferred fees and costs,
should be disclosed in the financial statements. Also, the undisbursed portion
of loans receivable (loans in process) should be disclosed. (BSI Guide,
paragraphs 6.72 and 8.30; CU Guide, paragraphs 5.38-.39, 6.19, and 7.22;
FC Guide, paragraph 2.44)
e.

Except for transactions within the scope of paragraph 15(a) of FASB
Statement No. 125,15 tThe carrying amount of loans pledged as collateral for
borrowings should be disclosed pursuant to paragraphs 18 and 19 of FASB
Statement No. 5. (BSI Guide, paragraph 6.73; CU Guide, paragraph 5.43)

f.

For financial instruments with off-balance-sheet credit risk,16 except for
those instruments within the scope of FASB Statement No. 133,
Accounting for Derivative Instruments and Hedging Activities, an entity
should disclose the following information: (a) The face or contract
amount; (b) The nature and terms, including, at a minimum, a discussion
of (1) the credit and market risk of those instruments, (2) the cash
requirements of those instruments, and (3) the related accounting policy
pursuant to APB Opinion No. 22, Disclosure of Accounting Policies; and
(c) The entity’s policy for requiring collateral or other security to support
financial instruments subject to credit risk, information about the
entity’s access to that collateral or other security, and the nature and a
brief description of the collateral or other security supporting those
financial instruments. FASB Statement No. 105, Disclosure of Information
about Financial Instruments with Off-Balance-Sheet Risk and Financial
Instruments with Concentrations of Credit Risk, as amended by FASB
Statement No. 119, requires disclosure of (a) the extent, nature, and terms of
financial instruments with off-balance-sheet risk (paragraph 17); (b) credit risk
of financial instruments with off-balance-sheet credit risk (paragraph 18); and
(c) concentrations of credit risk of all financial instruments (paragraph 20). The
disclosure requirements set forth in paragraph 17 of FASB Statement No. 105
similarly are required for financial instruments without off-balance-sheet risk
by-paragraph 8 of FASB Statement No. 119. Examples of activities and
financial instruments with off-balance-sheet credit risk include obligations
for loans sold with recourse (with or without a floating-interest-rate provision),
fixed-rate and variable-rate loan commitments, financial guarantees, note
issuance facilities at floating rates, and letters of credit. (BSI Guide, paragraph
6.75)

14

AcSEC has a project under way to update Practice Bulletin No. 6. The proposed SOP, Accounting for Certain Purchased Loans
(originally titled Accounting for Discounts Related to Credit Quality), affects the accounting, disclosure, and presentation of
purchased loans within its scope. That proposed SOP introduces new terminology related to discounts on purchased loans, of which
readers should be aware.
15

An exposure draft by the FASB to amend FASB Statement No. 125 proposes to remove the collateral reclassification
requirements. Readers should be alert to any final pronouncement.
16 Off-balance sheet credit risk refers to credit risk on off-balance sheet loan commitments, standby letters of credits, and financial
guarantees, and other similar instruments, including certain derivatives prior to the adoption of FASB Statement No. 133. Credit risk
related to derivative instruments carried at fair value in accordance with FASB Statement No. 133 will be reflected in the fair value
measure of the derivative.
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g.

In addition to disclosures required by FASB Statement Nos. 5; 114,
Accounting by Creditors for Impairment of a Loan; and 118, Accounting by
Creditors for Impairment of a Loan—Income Recognition and Disclosures, a
description of the accounting policies and methodology the institution used to
estimate its allowance for loan losses and liability for off-balance sheet
credit losses and related provisions for loan or other credit losses should be
included in the notes to the financial statements.17 Such a description should
identify the factors that influenced management's judgment (for example,
historical losses and existing economic conditions) and may also include
discussion of risk elements relevant to particular categories of financial
instruments. (BSI Guide, paragraph 7.33; CU Guide, paragraph 5.48; FC
Guide, paragraph 2.43)

h.

The aggregate amount of aggregate gains or losses on sales of loans
(including adjustments to record loans held for sale at the lower of cost or
market value) should be presented separately on the face of the income
statement. (BSI Guide, paragraph 8.30; CU Guide, paragraph 7.22)

i.

Foreclosed and repossessed assets may be classified as a separate
balance-sheet amount or included in other assets on the balance sheet with
separate disclosures in the notes to the financial statements. (BSI Guide,
paragraph 9.11; CU Guide, paragraph 10.16; FC Guide, paragraph 2.33)

j.

For premises and equipment, net gains or net losses on dispositions should
be reflected in noninterest income or noninterest expense. (BSI Guide,
paragraph 10.11)

k.

Premises and equipment are generally shown as a single caption on the
balance sheet, net of accumulated depreciation and amortization, the amount
of which must be disclosed either on the face of the balance sheet or in the
notes to the financial statements. If the individual categories of assets are
material, they should be disclosed on the face of the balance sheet or in the
notes to the financial statements. The amount of assets under capitalized
leases should be disclosed. (BSI Guide, paragraph 10.15; CU Guide,
paragraph 10.09)

l.

Disclosures about deposit liabilities should include the following:
(1)

(2)

The aggregate amount of time deposit accounts (including certificates
of deposit) exceeding in denominations of $100,000 or more at the
balance-sheet date (BSI Guide, paragraph 11.32a; CU Guide,
paragraph 8.04)
Securities, mortgage loans, or other financial instruments pledged as
collateral for deposits, except for transactions within the scope of

Off-balance-sheet credit losses refers to losses on off-balance-sheet loan commitments, standby letters of credits, and financial
guarantees, and other similar instruments, including certain derivatives prior to the adoption of FASB Statement No, 133. Credit
losses related to derivative instruments carried at fair value in accordance with FASB Statement No. 133 will be reflected in the fair
value measure of the derivative.
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(3)

(4)

10.

paragraph 15(a) of FASB Statement No. 125 (BSI Guide, paragraph
11.32c; CU Guide, paragraph 8.04)
The aggregate amount of any demand deposits that have been
reclassified as loan balances, such as overdrafts, at the balancesheet date (BSI Guide, paragraph 11.32d; CU Guide, paragraph 8.04)
Deposits that are received on terms other than those available in the
normal course of business (BSI Guide, paragraph 11,32f)

m.

Significant categories of borrowings should be presented as separate line
items in the liability section of the balance sheet, or as a single line item
with appropriate note disclosures of components. Institutions may,
alternatively, present debt based on the debt’s priority (that is, senior or
subordinated) if they also provide separate disclosure of significant
categories of borrowings. (BSI Guide, paragraph 13.27; CU Guide,
paragraph 9.09; FC Guide, paragraphs 3.24-25)

n.

Accounting for long-term obligations is the same for financial institutions as for
other enterprises. If the However, because banks and savings institutions
have financial institution has an unclassified balance sheets, there is no
need to separate balances into current and long-term portions. (BSI Guide,
paragraph 13.28; FC Guide, paragraph 3.25)

o.

For debt, tThe notes to the financial statements should describe the principal
terms of the respective agreements including, but not limited to, the title or
nature of the agreement, or both; the interest rate (and whether it is fixed or
floats); the payment terms and maturity date(s); collateral; conversion or
redemption features; whether it is senior or subordinated; and restrictive
covenants (such as dividend restrictions), if any. (BSI Guide, paragraph 13.27;
CU Guide, paragraph 9.09)

p.

Transfers of mortgages accounted for under FASB Statement No. 125 as
secured borrowings Mortgage backed- bonds are debt obligations of the
issuing institution and should be classified as debt on the institution’s balance
sheet. They Such mortgage-backed bonds should be classified separately
from advances, other notes payable, and subordinated debt. (BSI Guide,
paragraph 13.30)

The following are additions to the regulatory capital disclosure requirements for
banks and savings institutions that address foreign banking operations, trust
operations, and business combinations. (BSI Guide, paragraphs 2.51-.54)
a.

Application to foreign banking organizations.
Branches of foreign financial institutions, while they do not have regulatory
capital requirements are required to maintain capital-equivalent deposits and,
depending on facts and circumstances, supervisory-mandated reserves.
These requirements carry regulatory uncertainty of a nature similar to that
posed by the regulatory capital rules in that failure to meet such mandates can
result in supervisory action and ultimately going-concern questions.
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Accordingly, branches should disclose such requirements. Quantitative
disclosure should be made, highlighting mandated deposit or reserve
requirements and actual balances in those reserve or deposit accounts at the
balance-sheet date(s) reported.
Further, if an uncertainty exists related to a parent that creates a higher-thannormal risk as to the viability of a branch or subsidiary, then that matter that
should be adequately disclosed in the financial statements of the branch or
subsidiary. This requirement is not necessarily created by the BSI Guide’s
capital disclosure requirements, but by GAAP in general, including AICPA
SOP 94-6, Disclosure of Significant Risks and Uncertainties. If factors do not
exist which indicate a higher than normal amount of risk or uncertainty
regarding parent capital and other regulatory matters, then disclosures of
capital and supervisory issues of the parent would not be required.
b.

Application to trust operations. (Add as new footnote to paragraph 2.51(c) of
the BSI Guide)18
If an institution is subject to capital requirements based on trust assets under management, a
discussion of the existence of these requirements, ramifications of failure to meet them, and a
measurement of the entity's position relative to imposed requirements must be disclosed.

c.

Application to business combinations.19
Following a pooling of interests, the prior-year disclosures should—
•
Contain quantitative disclosures limited to the combined Tier I, Tier II,
and total capital and risk-weighted assets and the ratios derived
therefrom.
•
Not compare such ratios to either statutory capital adequacy or prompt
corrective action minimums, the mandated minimums of either
premerged entity, or a composite of the premerged entities’ mandated
minimums.
•
Include a discussion of whether the entities, precombination, were
required to hold capital in excess of statutory minimums in order to be
considered well and/or adequately capitalized, and the reasons for
those amended minimums.
•
Include a statement that there was not a determination by regulatory
authorities as to the capital adequacy or prompt corrective action

18

Paragraph 2.51(3) of the BSI Guide states that: “Whether an institution is in compliance with the regulatory capital requirements,
including, as of each balance-sheet date presented, the following with respect to quantitative measures: (a) The institution's required
and actual ratios and amounts of Tier I leverage, Tier I risk-based, and total risk-based capital and (for savings institutions) tangible
capital; (b) Factors that may significantly affect capital adequacy such as potentially volatile components of capital, qualitative
factors, and regulatory mandates."
19

In September 1999, the FASB issued a Proposed Statement of Financial Accounting Standards, Business Combinations and
Intangible Assets. This proposed Statement would amend APB Opinion 16, Business Combinations, and supersede APB Opinion 17
Intangible Assets. It is divided into two parts: the first part addresses the method of accounting for business combinations, and the
second part addresses accounting for intangible assets (including goodwill) whether acquired singularly, in a group, or as part of a
business combination. This proposed Statement applies to all business combinations except those between not-for-profit enterprises
and would require that all business combinations be accounted for using the purchase method. Readers should be alert to any final
pronouncement.
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category of the combined entity relative to the pre-merger combined
amounts and ratios presented.
Following a purchase combination, because prior capital position can be less
relevant as a result of capital repatriation to former owners and the effects of
purchase accounting adjustments and the push-down of basis, judgment
should be used as to relevant disclosures. Minimum disclosures should
include the capital position of the purchaser at the prior period end and
information to highlight comparability issues, such as significant capital
requirements imposed or agreed-to during the regulatory approval process,
and the effects of purchase accounting, if any, on regulatory capital
determination.
11.

The following are new regulatory capital disclosure requirements for credit unions.
Noncompliance with regulatory capital requirements could materially affect the
economic resources of a credit union and claims to those resources. Accordingly, at
a minimum,2 0the institution should disclose the following in a footnote to the financial
statements:
a.

A description of the regulatory requirements (1) for capital adequacy purposes
and (2) established by the prompt corrective provisions of Section 216 of the
Federal Credit Union Act, as amended by the Credit Union Membership
Access Act (H.R. 1151)

b.

The actual or possible material effects of noncompliance with those
requirements

c.

Whether the institution is in compliance with the regulatory capital
requirements, including, as of each balance-sheet date presented, the
following with respect to quantitative measures:
(1)
(2)

The institution’s required and actual capital ratios and required and
actual capital amounts
Factors that may significantly affect capital adequacy such as
potentially volatile components of capital, qualitative factors or
regulatory mandates

d.

As of each balance-sheet date presented, the prompt corrective action
category in which the institution was classified (The institution determines the
classification and submits to the NCUA)

e.

Whether subsequent to the balance-sheet date and prior to issuance of the
financial statements, management believes any events or changes have
occurred to change the institution’s category

20

Disclosures should also be presented for any state-imposed capital requirements that are more stringent than or significantly differ
from federal requirements.
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f.

If, as of the most recent balance-sheet date, the institution is not in
compliance with capital adequacy requirements, the possible material effects
of such conditions on amounts and disclosures in the financial statements.

Further, noncompliance with regulatory capital requirements may, when considered
with other factors, raise substantial doubt about a credit union’s ability to continue as
a going concern for a reasonable period of time. Additional information that might be
disclosed in situations where there is substantial doubt about the entity’s ability to
continue as a going concern for a reasonable period of time may include the
following:
•
Pertinent conditions and events giving rise to the assessment of substantial
doubt about the entity’s ability to continue as a going concern for a reasonable
period of time
•
Possible effects of such conditions and events
•
Management’s evaluation of the significance of those conditions and events
and any mitigating factors
•
Possible discontinuance of operations
•
Management’s plans (including any relevant financial information)
•
Information about the recoverability or classification of recorded asset
amounts or the amounts or classifications of liabilities
12.

The following are new capital disclosure requirements for mortgage companies.
Noncompliance with minimum net worth (capital) requirements imposed by
secondary market investors could materially affect the economic resources of a
mortgage banking enterprise and claims to those resources. Accordingly, at a
minimum, the entity should disclose the following in a footnote to the financial
statements:
a.

A description of the minimum net worth requirements related to (1) secondary
market investors and (2) state-imposed regulatory mandates

b.

The actual or possible material effects of noncompliance with those
requirements

c.

Whether the entity is in compliance with the regulatory capital requirements,
including, as of each balance-sheet date presented, the following with respect
to quantitative measures:
(1)
The entity’s required and actual net worth amounts
(2)
Factors that may significantly affect adequacy of net worth such as
potentially volatile components of capital, qualitative factors, or
regulatory mandates

d.

If, as of the most recent balance-sheet date, the entity is not in compliance
with capital adequacy requirements, it must disclose the possible material
effects of such conditions on amounts and disclosures in the financial
statements.
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Further, noncompliance with minimum net worth requirements may, when considered
with other factors, raise substantial doubt about an entity’s ability to continue as a
going concern for a reasonable period of time. Additional information that might be
disclosed in situations where there is substantial doubt about the entity’s ability to
continue as a going concern for a reasonable period of time may include the
following:
•
Pertinent conditions and events giving rise to the assessment of substantial
doubt about the entity’s ability to continue as a going concern for a reasonable
period of time
•
Possible effects of such conditions and events
•
Management’s evaluation of the significance of those conditions and events
and any mitigating factors
•
Possible discontinuance of operations
•
Management’s plans (including any relevant financial information)
•
Information about the recoverability or classification of recorded asset
amounts or the amounts or classifications of liabilities
13.

The following are presentation and disclosure principles initially established by the
CU Guide and the FC Guide or both, and carried forward, with conforming changes,
to the combined Guide and applicable to all entities within its scope.
a.

Management’s disclosure in the summary of significant accounting policies
should include the following:
(1)
The method for recognizing interest income on loans; including the
policy for discontinuing accrual of interest on nonperforming loans. The
policy for placing loans on nonaccrual status (or discontinuing
accrual of interest) and recording payments received on
nonaccrual loans, and the policy for resuming accrual of interest
(CU Guide, paragraph 5.48; FC Guide, paragraph 2.47)
(2)
The policy for charging off uncollectible loans (FC Guide, paragraph
2.47)
(3)
The policy for determining past due or delinquency status (that is,
whether past due status is based on how recently payments have
been received or contractual terms)

b.

The total amount of loans on a nonaccrual basis status as of each balancesheet date should be disclosed. The total amount of loans past due ninety
days or more and still accruing should also be disclosed. (CU Guide,
paragraph 5.39; FC Guide, paragraph 2.44)

c.

Insurance subsidiaries may be are required to deposit some securities,
usually not a significant amount, with state regulatory authorities. However, if
significant, If so, the carrying amount of securities deposited should be
disclosed. (FC Guide, paragraph 5.19)

d.

Unearned premiums and unpaid claims on certain insurance policies
coverage issued to finance customers by a subsidiary may represent
intercompany items because premiums are added to the consumer loan
account, which is in turn classified as a receivable until paid, and most or all of
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the payments on claims are applied to reduce the related finance receivables.
Therefore, unearned premiums and unpaid claims on certain credit life and
credit accident and health insurance policies issued to finance customers
should be deducted from finance receivables in the consolidated balance
sheet. That will cause the receivables to-be stated at net realizable-value.
Alternatively, the balance sheet may present only the net finance receivables
if the notes to the financial statements contain sufficient disclosure of
unearned premiums and unpaid claims and the allowance for losses. (FC
Guide, paragraph 5.26)
e.

Unpaid claims for property insurance and a portion of level term life insurance,
however, should generally may not be applied in consolidation against
related finance receivables because finance companies generally do not
receive substantially all proceeds of such claims. That prohibition also applies
to credit life and accident and health coverage written on policies for which the
related receivables are assets of unrelated enterprises. In those
circumstances, such amounts should be presented as liabilities. (FC Guide,
paragraph 5.27)

IMPACT ON OTHER LITERATURE
14.

The provisions of this proposed SOP supersede the relevant accounting and financial
reporting provisions of the AICPA Audit and Accounting Guides Banks and Savings
Institutions (May 1997); Audits of Credit Unions (May 1997); and Audits of Finance
Companies (May 1997).

EFFECTIVE DATE AND TRANSITION
15.

The provisions of this proposed SOP shall be effective for financial statements issued
for fiscal years beginning after December 15, 2000, and for financial statements for
interim periods in fiscal years after the year in which the proposed SOP is first
applied. Earlier application is encouraged.

16.

The following paragraphs outline the recognition and measurement transition
guidance for each type of entity covered by the provisions of this proposed SOP.
a.

b.

c.

Banks and savings institutions. If initial application of paragraph 6j or
paragraph 8e results in changes in accounting, the cumulative effect should
be included in income in the year in which this proposed SOP is first applied
and reported in conformity with APB Opinion No. 20, Accounting Changes.
Credit unions. If initial application of paragraphs 6b, c, e, f, j, k, or l, or
paragraph 8e, results in changes in accounting, the cumulative effect should
be included in income in the year in which this proposed SOP is first applied
and reported in conformity with APB Opinion 20.
Finance companies. If initial application of paragraph 6, with the exception of
paragraph 6g, results in changes in accounting, the cumulative effect should
be included in income in the year in which this proposed SOP is first applied
and reported in conformity with APB Opinion 20.
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d.

e.

17.

Corporate credit unions. If initial application of paragraph 6, paragraph 7a, or
paragraph 8e results in changes in accounting, the cumulative effect should
be included in income in the year in which this proposed SOP is first applied
and reported in conformity with APB Opinion 20.
Mortgage companies. If initial application of paragraph 6 or paragraph 8e
results in changes in accounting, the cumulative effect should be included in
income in the year in which this proposed SOP is first applied and reported in
conformity with APB Opinion 20.

The disclosures required by paragraphs 9 to 13 of this proposed SOP that have not
been previously reported need not be included in financial statements that are
presented for comparative purposes for fiscal years ending before the effective date
of this proposed SOP. For all subsequent years, the information required to be shown
by paragraphs 9h and 9j of this proposed SOP should be included in each year for
which an income statement is presented for comparative purposes and all other
information required to be disclosed should be included for each year for which a
statement of financial condition is presented for comparative purposes. Earlier
application of the disclosure provisions of paragraphs 9 to 13 is encouraged.
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APPENDIX
BACKGROUND INFORMATION AND BASIS FOR CONCLUSIONS
BACKGROUND
A.1.

At its May 19, 1993, meeting the Financial Accounting Standards Board (FASB) did
not object to a prospectus for a project to combine and revise the AICPA Industry
Audit Guide Audits of Banks with the AICPA Audit and Accounting Guide Audits of
Savings Institutions.1

A.2.

In preparing the 1993 prospectus, the AICPA Banking and Savings Institutions
Committees considered including the AICPA Audit and Accounting Guide Audits of
Credit Unions in the project’s scope. The Committee did not consider whether to
include finance companies in the project’s scope.

A.3.

As explained in the 1993 prospectus, credit unions ultimately were excluded due to
(a) issuance in late 1992 of a revised CU Guide, (b) concerns that due process for a
combined Guide would delay banking guidance, and (c) the AICPA Credit Unions
Committee’s conclusion that a combined Guide was not likely to be as useful to
auditors and preparers of credit-union financial statements as the existing standalone CU Guide. The prospectus explained that the accounting guidance established
in the new Guide would be used to conform the AICPA Audit and Accounting Guide
Audits of Credit Unions for transactions similar among banks, savings institutions,
and credit unions.

A.4.

At the FASB’s May 1993 meeting, the chair of the Accounting Standards Executive
Committee (AcSEC) agreed, as a condition for clearance, that AcSEC would debate
any identified accounting differences between credit unions and banks and savings
institutions and pursue a Statement of Position (SOP) to amend the CU Guide to
conform the accounting.

A.5.

At its April 22 and June 4, 1996, meetings, the AcSEC’s Planning Subcommittee
(PSC) reconsidered the approach to conforming the accounting for similar
transactions and agreed to create a single Guide that also includes finance
companies. The PSC concluded that, though certain accounting guidance on unique
transactions may be preserved, most lending and deposit-taking transactions are
similar and should be accounted for similarly. Further, the PSC felt the issuance of
FASB Statement No. 125, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, would increase accounting consistency.

A.6.

At its December 4, 1996, meeting the FASB did not object to the AlCPA’s project to
combine the Guides for banks, savings institutions, credit unions, and finance
companies.

For ease of reference, the proposed AICPA Audit and Accounting Guide will also be referred to as new Guide or combined Guide
in this proposed SOP. The existing AICPA Audit and Accounting Guide Banks and Savings Institutions will be referred to as the
Guide for banks and savings institutions or BSI Guide. The AICPA Audit and Accounting Guide Audits of Credit Unions, will be
referred to as the Guide for credit unions or CU Guide. The AICPA Audit and Accounting Guide, Audits o f Finance Companies, will
be referred to as the Guide for finance companies or FC Guide.
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A.7.

As the November 1996 prospectus was being developed, the National Credit Union
Administration (NCUA), the Credit Union National Association, and various preparers
and auditors of credit union financial statements expressed concern to the AICPA
and the FASB about including credit unions in a combined Guide. They were
concerned primarily that a combined Guide would eliminate needed focus on the
uniqueness of the credit union industry and, thus, would be a less effective tool for
preparers and auditors since it would address certain transactions or issues (for
example, taxation) that are not applicable to credit unions.

A.8.

AcSEC believes the revised Guide should include credit unions to reconcile
accounting principles, end accounting inconsistencies that are not justified, and
prevent future anomalies. That credit unions, banks, savings institutions, and finance
companies are organized differently is less relevant to the preparation and audit of
their financial statements than that each primarily lends or takes deposits (or both).
Also, as with the existing stand-alone Guide, preparers and auditors need not read
and act on guidance involving transactions in which the entity does not engage.

A.9.

Though most lending and deposit-taking activities are the same, some transactions
addressed will be irrelevant to one or more entities. For example, credit unions are
not subject to income taxes, not every community bank or thrift has or would be
permitted to have transactions involving certain trading securities or futures contracts,
and finance companies do not take deposits. However, existing Guides have been
effective for entities having different levels of assets or complexity. AcSEC believes a
single Guide that addresses comprehensively transactions that may be encountered
by financial institutions best serves preparers and auditors of financial statements.

SCOPE
A.10.

Finance companies. In deliberating the scope of the proposed SOP and combined
Guide, AcSEC determined that settling on a precise definition of a finance company
was difficult. The existing Guide for finance companies applies to both “independent
and captive financing activities of other companies,” and AcSEC agreed with this
approach. That is, the activities of companies engaged in financing activities are
more important for determining the scope of the proposed SOP and combined Guide,
rather than the kind of company that the entity purports to be. Accordingly, paragraph
3e of this proposed SOP indicates that the proposed SOP should apply to both
“independent and captive financing activities of all kinds of enterprises.”

A.11. Entities with financing activities. In preparing this proposed SOP, AcSEC considered
the inherent overlaps resulting from reconciling the accounting and disclosure
principles in the Guides based on kinds of activities instead of the nature of entities in
an Audit Guide that is prepared for specific entities. AcSEC intends that all entities
with financing activities follow the accounting and reporting provisions of this
proposed SOP for those activities. There was no further attempt to distinguish
between lending activities and financing activities, because no practical distinction
could be made for purposes of determining whether provisions of this proposed SOP
should apply. However, AcSEC did not intend to expand the applicability of all of the
provisions of this proposed SOP to all transactions of an entity that did not meet the
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definitions in paragraphs 3 and 4. Accordingly, AcSEC concluded that an entity that
has a portion of its business in lending or financing activities but which entity does
not meet the provisions of paragraphs 3 and 4 of this proposed SOP, is not subject to
the following provisions of this proposed SOP, solely through application of the
proposed SOP:
a.
b.
c.
d.
e.
f.
g.

h.

i.

k.
l.
m.
A.12.

Trade date accounting for regular way securities transactions (See paragraph
6a.)
Accounting for short sales of securities (See paragraph 6b.)
Recognition of assets and liabilities related to deposit account transactions
(See paragraph 6k.)
Accounting for dividends on redeemable preferred stock of parents and
subsidiaries (See paragraph 61.)
Disclosure of restrictions on use and availability of cash (See paragraph 9a.)
Disclosure of pledging of investment assets (See paragraph 9b.)
Disclosure of the classification and method of accounting for instruments
accounted for under paragraph 14 of FASB Statement No. 125 (See
paragraph 9c.)
Off-balance-sheet credit risk disclosure requirements for such exposures
outside the financing activities covered by this proposed SOP (See paragraph
9f.)
Disclosure of accounting policies and methodology the entity used to estimate
the liability for off-balance-sheet credit losses arising from activities outside
the financing activities covered by this proposed SOP (See paragraph 9g.)
Disclosure of net gains and losses on disposition of premises and equipment
(See paragraph 9j.)
Disclosure of amounts of premises and equipment and assets under
capitalized leases (See paragraph 9k.)
Disclosure related to deposit activities (See paragraph 9l.)
Disclosure related to debt (See paragraph 9o.)

Corporate credit unions. Corporate credit unions were previously excluded from the
scope of the CU Guide. In its project to merge the existing Guides, AcSEC
reconsidered the exclusion of corporate credit unions from the proposed SOP and
combined Guide. AcSEC decided to include corporate credit unions in the scope
because the nature of the activities and financial statements of corporate credit
unions are essentially the same as other financial institutions covered by this Guide.
Therefore, inclusion would meet the objective of reconciling and putting in one place
accounting guidance for financial institutions whose primary activities are lending
money or taking deposits, or both.

A.13. Mortgage companies. Mortgage companies were not explicitly noted in the scope of
the previous BSI Guide or CU Guide. However, in practice, many mortgage
companies followed the provisions of these Guides. Given that the combined Guide
will cover the primary activities of mortgage companies, AcSEC concluded that these
companies should be explicitly included in the scope of the proposed SOP and
combined Guide.
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RECOGNITION AND MEASUREMENT
A.14. The BSI Guide is generally the most comprehensive of the three Guides in
addressing activities and related accounting and disclosure requirements that affect
many types of financial institutions. In many cases, recognition and measurement
guidance established by the BSI Guide was not addressed in the CU Guide and the
FC Guide. Transactions encountered by banks and savings institutions may not be
applicable or relevant to credit unions or finance companies. In other more limited
situations, principles in the FC Guide were not addressed in the recognition and
measurement guidance in the other Guides. Again, such guidance may not be
applicable or relevant to the other entities.
A.15. Regardless of relative applicability of individual elements of guidance, AcSEC
believes it was appropriate to carry forward such guidance from the BSI Guide or FC
Guide, so that the combined Guide would continue to be comprehensive and address
transactions that may be encountered by each kind of entity. These accounting and
reporting provisions in the BSI Guide or FC Guide were generally carried forward to
the combined Guide without significant modification. Guidance in paragraphs 6b, 6c,
6d, 6e, 6g, 6h, 6i, 6k, and 6l, paragraph 7b, and paragraphs 8a, 8b, 8c, and 8e of this
proposed SOP generally represent application or formalization of existing recognition
and measurement provisions. AcSEC believes these provisions are straightforward
and do not require further elaboration.
A.16.

Trade date accounting for finance companies’ purchases and sales of securities.
Paragraph 124 of FASB Statement No. 125 does not explicitly address when to
recognize (or derecognize) contracts to purchase or sell securities in (or from) the
balance sheet. FASB Statement No. 125 does not modify other generally accepted
accounting principles (GAAP), including AICPA Audit and Accounting Guides for
certain industries that require accounting at the trade date for certain contracts to
purchase or sell securities. Guidance to that effect currently exists for banks, savings
institutions and credit unions in the respective Guides for those industries. The Guide
for finance companies does not explicitly address this issue. In keeping with the
objective of this project to reconcile the accounting practices among similar financial
institutions, AcSEC concluded that accounting for regular-way securities transactions
at trade date should be required for finance companies.

A.17. Accounting for standby commitments to purchase loans. Paragraph 6.69 of the BSI
Guide addresses accounting for forward standby commitments to purchase loans.
Essentially, this guidance requires such commitments to be accounted for either as a
commitment fee in accordance with paragraph 8 of FASB Statement No. 91,
Accounting for Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Initial Direct Costs of Leases, or at the higher of fair value or
historical proceeds depending on whether settlement date is within a reasonable
period and certain other factors. AcSEC considered whether paragraph 6.69 of the
BSI Guide should be modified by analogizing to guidance for derivatives in FASB
Statement No. 133, Accounting for Derivative Instruments and Hedging Activities,
and requiring standby commitments to purchase loans to be accounted for at fair
value in all cases. However, no practical distinction could be made between forward
40

standby commitments to purchase loans and other commitments to purchase or
originate loans. That is, all such commitments are considered options but may not
meet the definition of a derivative in FASB Statement No. 133. Accordingly, AcSEC
decided to retain the existing guidance in paragraph 6.69 of the BSI Guide and carry
it forward to the combined Guide.
A.18. Accounting for recoveries of loans previously charged-off. Paragraph 6g of this
proposed SOP states that recoveries of loans previously charged-off should be
added to the allowance for loan losses when received. Recognizing that this long
standing industry convention differs from practices of entities in industries not
covered by the Guides, which industries typically credit recoveries directly to
earnings, AcSEC reevaluated this practice as part of this project. AcSEC decided not
to amend this practice because the combination of this practice and the convention of
frequent loan loss allowance adequacy evaluation results in the same credit to
earnings only in an indirect manner. Recoveries of loans previously charged-off are
also disclosed in a footnote to the financial statements pursuant to FASB Statement
No. 118, Accounting by Creditors for Impairment of a Loan—Income Recognition and
Disclosures.
A.19. Accounting for sale of servicing rights related to loans retained. Paragraph 8.20 of the
BSI Guide states that: “Sales of servicing rights relating to loans that are retained
should not be recognized in income at the time of sale. The proceeds from such
sales should be accounted for in a manner similar to loan discounts and amortized
using the interest method as an adjustment to the yield of the related loans.” FASB
Statement No. 125 governs transfers of loans and other financial assets, but does not
address transfers of servicing rights, because servicing rights are not considered
financial assets. Under FASB Statement No. 125, when loans are sold with servicing
retained, the previous carrying amount (or basis) is allocated to separate
components—that is, loans (without servicing) and servicing rights—based on their
relative fair values at date of sale. AcSEC concluded that paragraph 8.20 of the BSI
Guide should be revised to follow a “basis allocation” approach similar to FASB
Statement No. 125, once it has been determined that a transfer of servicing rights
qualifies for as a sale. This conclusion does not affect FASB Emerging Issues Task
Force (EITF) Issue No. 95-5, Determination of What Risks and Rewards, If Any, Can
Be Retained and Whether Any Unresolved Contingencies May Exist in a Sale of
Mortgage Loan Servicing Rights, and other related guidance that address whether a
transfer of servicing rights should be accounted for as a sale.
A.20. Accounting for National Credit Union Share Insurance Fund (NCUSIF) deposit.
AcSEC concluded that it was appropriate to carry forward specific industry guidance
for credit unions related to the NCUSIF deposit. The credit union share insurance
fund has unique legal and operating aspects that make it different than the deposit
insurance fund for banks and savings institutions. Most importantly, credit unions are
entitled to refund of their deposit in the share insurance fund, subject to certain
limitations. Unique characteristics of the fund are discussed further below.
A.21. A federally insured credit union is required to maintain on deposit with the NCUSIF
an amount equal to 1 percent of its total insured shares. The amount on deposit is
adjusted periodically for changes in the amount of a credit union's insured shares.
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For example, if the insured shares decline, a pro rata portion of the amount on
deposit with the NCUSIF is refunded to the credit union. This deposit would be
refunded to a credit union if its insurance is terminated, it converts to insurance
coverage from another source, or the operations of the fund are transferred from the
NCUA Board.
A.22. The NCUA aims to keep the Fund’s reserve ratio at or near 1.3 percent of insured
deposits. The Fund’s reserves consist of the 1 percent required deposit plus any
additional amounts accumulated through interest earnings and insurance premiums.
The reserves are invested in Treasury securities, and interest on those securities
accrues to the Fund. In addition, the NCUA has discretion to impose an annual
premium of 1/12 of 1 percent of insured deposits. If the Fund’s reserve ratio exceeds
1.3 percent, the NCUA must pay the excess as a dividend on the credit unions’ 1
percent deposit. To cover losses and operating expenses, the Fund first uses
reserves in excess of the 1 percent deposit. However, if the Fund’s reserve ratio ever
falls below 1 percent, credit unions would be required to restore the deposit to 1
percent by January 1 of the following year.
A.23.

Federal Deposit Insurance Corporation (FDIC) insured banks and thrifts prepay for
losses to their deposit insurance funds through premiums that they expense when
paid. These premiums are nonrefundable.

A.24. Application of APB Opinion No. 21, Interest on Receivables and Payables, to
transactions of captive finance companies. Paragraph 2.13 of the FC Guide states
that: “Captive finance companies that offer favorable financing to increase sales of
related companies may present particular problems. APB Opinion 21 provides
accounting guidance to use if the face amount of a note does not reasonably
represent the present value given or received in an exchange.” This paragraph was
modified to clarify the application of APB Opinion 21 to captive finance companies.
AcSEC concluded that paragraph 3(d) of APB Opinion 21 was not intended to
exempt “captive finance companies” from the Opinion’s scope. Favorable financing
offered by captive finance companies to increase sales of products of affiliated
companies does not constitute customary cash lending activities and demand and
savings deposit activities of a financial institution.
A.25. Accounting for factoring commissions. Paragraph 2.24 of the FC Guide was modified
in this proposed SOP to clarify that FASB Statement No. 91 may apply to the
accounting for factoring commissions. Paragraph 2.24 addresses accounting for
factoring commissions, but does not distinguish between accounting for commissions
when receivables are purchased versus when receivables are financed. AcSEC
concluded that the accounting for factoring commissions would depend on whether
the receivables were purchased or financed, and that the sales criteria in paragraph 9
of FASB Statement No. 125 should be used to make that distinction. When
receivables are purchased by a finance company (factor), factoring commissions are
in substance “interest adjustments,” and addressed by FASB Statement No. 91 or
AICPA Practice Bulletin No. 6, Amortization of Discounts on Certain Acquired Loans.2
2

See footnote 2 in the proposed SOP.
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When receivables are financed by a finance company (factor), factoring commissions
should be recognized in accordance with FASB Statement No. 91.
A.26. Accounting for advances and overadvances to factoring clients. Paragraph 2.25 and
2.26 of the FC Guide describe an accounting approach whereby finance companies
buy loans but do not pay in cash the full purchase price to the seller. AcSEC
concluded that such industry-specific guidance should not be carried forward to the
combined Guide without substantial justification, and none was evident in this case.
Further, AcSEC believes that the accounting for purchases of receivables, and
related advances and overadvances in factoring arrangements, are sufficiently
addressed in paragraph 8d of this proposed SOP (paragraph 2.24 of the FC Guide as
revised).
A.27.

Income recognition on impaired loans for finance companies. Paragraphs 2.15 to
2.17 of the FC Guide provide specific guidance on the recognition of interest income
on impaired loans. The other two Guides do not address this issue. In 1994, FASB
Statement No. 114, Accounting by Creditors for Impairment of a Loan, was amended
by FASB Statement No. 118 to delete guidance on income recognition. The Board
concluded that those provisions (paragraph 17 to 19 of FASB Statement No. 114)
were secondary in importance to provisions that address the measurement of loan
impairment. In the earlier project to revise and combine the then-separate Guides for
banks and savings institutions, industry-specific guidance related to interest income
recognition on impaired loans was not carried forward to the AICPA Audit and
Accounting Guide Banks and Savings Institutions. At the time, AcSEC decided that
specifying or illustrating certain income recognition methods could imply that one or
more methods are preferable to others. AcSEC also recognized that FASB’s financial
instruments project would likely consider related issues, including present valuebased measurements and income recognition. For purposes of this proposed SOP,
AcSEC concluded that industry-specific guidance should not be carried forward to
the combined Guide for the same reasons. Since this proposed SOP eliminates
existing guidance on income recognition for impaired loans for finance companies, a
finance company that makes a change in accounting with respect to income
recognition for impaired loans must justify why the change is preferable in
accordance with the requirements of APB Opinion No. 20, Accounting Changes.

PRESENTATION AND DISCLOSURE
A.28.

Disclosure and presentation principles established by the BSI Guide will also be
carried forward to the combined Guide, when not addressed in the other two Audit
Guides, or when addressed in a very similar or identical fashion. However, due to
differing levels of emphasis in the respective Audit Guides for similar transactions
and activities, underlying differences in the nature of the entities themselves, and
perhaps for other reasons, disclosure and presentation principles were not always
addressed similarly in the respective Audit Guides. AcSEC evaluated those situations
on a case-by-case basis, and decided the most appropriate guidance to carry forward
to the combined Guide. In some cases, those evaluations resulted in the application
of disclosures required for one or more kinds of entities to one or more other kinds. In
some cases, the evaluations resulted in the elimination of disclosure requirements
previously required of credit unions in lieu of applying them to banks, savings
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institutions, and finance companies. In one case the evaluation resulted in a new
disclosure for all entities. (See the following discussion of the disclosure of
nonperforming loans.)
A.29. As to existing disclosure requirements carried forward to the combined Guide and
applied to all entities, AcSEC believes that paragraphs 9a, 9b, 9c (items 1, 2, and 4),
9d, 9e, 9g, 9h, 9i, 9j, 9k, 9l, 9m, 9n, 9o, and 9p, and paragraphs 13a, 13c, 13d, and
13e require no further elaboration. Paragraphs 9b and 9e require the disclosure of
pledges of collateral. Those requirements are qualified because in some
circumstances, paragraph 15(a) of FASB Statement No. 125 requires that those
pledges be reported as a separate line item in the statement of financial position.
Accordingly, in cases in which paragraph 15 of FASB Statement No. 125 is
applicable, the disclosure requirement of this proposed SOP would be redundant.
A.30.

Regarding the disclosures eliminated for credit unions as contained in the Summary
section of the proposed SOP, AcSEC believed that these disclosures were redundant
and should be eliminated in the interest of disclosure effectiveness.

A.31. Disclosure of classification and method of accounting for interest only strips, loans,
other receivables, or retained interests in securitizations that can be contractually
prepaid or otherwise settled in a way that the holder would not recover all of its
recorded investment pursuant to paragraph 14 of FASB Statement No. 125.
Paragraph 6.71 of the BSI Guide prescribes accounting policy disclosure
requirements for loans. However, this paragraph does not address accounting policy
disclosure for instruments accounted for under paragraph 14 of FASB Statement No.
125, as amended by FASB Statement No. 133. Further, no such disclosures are
required by FASB Statement Nos. 115, Accounting for Certain Investments in Debt
and Equity Securities, or 125, or otherwise. Instruments within the scope of
paragraph 14 of FASB Statement No. 125 may be classified as available-for-sale or
trading, and further balance-sheet presentation may differ among various entities.
Accordingly, AcSEC concluded that the disclosure of the classification and method of
accounting for instruments accounted for under paragraph 14 of FASB Statement No.
125 would be helpful for financial statement users.
A.32.

Disclosure of financial instruments with off-balance-sheet credit risk. Paragraph 6.75
of the BSI Guide addresses disclosure requirements of financial instruments with offbalance-sheet risk, specifically referring to FASB Statement Nos. 105, Disclosure of
Information about Financial Instruments with Off-Balance Sheet Risk and
Concentrations of Credit Risk, and 119, Disclosure about Derivative Financial
Instruments and Fair Value of Financial Instruments. Paragraphs 17 and 18 of FASB
Statement No. 105, as amended by FASB Statement No. 119, required disclosure of
the extent, nature, terms, and credit risk of financial instruments with off-balancesheet credit risk. FASB Statement Nos. 105 and 119 were superseded by FASB
Statement No. 133. Certain financial instruments with off-balance-sheet credit risk
are not derivative instruments as defined in FASB Statement No. 133, and thus are
not subject to its disclosure requirements. Examples of these instruments, commonly
used by lending institutions, include off-balance-sheet loan commitments, financial
guarantees, and letters of credit. AcSEC concluded that the disclosure requirements
for off-balance-sheet financial instruments, previously addressed in FASB Statement
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No. 105, should still be applied to entities within the scope of this proposed SOP and
combined Guide.
A.33.

Foreign branch-related capital disclosures. As discussed in the preface to the BSI
Guide, the Guide applies to preparation and audits of financial statements of entities
regulated by the federal banking regulatory agencies, including branches and
agencies of foreign banks. The existing disclosure requirements related to capital
adequacy and prompt corrective action in the BSI Guide do not apply to branches of
foreign banking organizations because such branches do not have capital. Foreign
branches, while they do not have capital requirements, are required to maintain
capital-equivalent deposits and, depending on facts and circumstances, supervisorymandated reserves. These requirements carry regulatory uncertainty of a nature
similar to that posed by the regulatory capital rules in that failure to meet such
mandates can result in supervisory action and, ultimately, going-concern questions.
Accordingly, AcSEC believes that branches should disclose such requirements and
the degree of compliance therewith.

A.34.

Trust operations-related capital disclosures. Trust banks are required by certain
federal regulators to hold capital as a percentage of discretionary and
nondiscretionary assets under management. The percentages vary for each
category. The percentages are not published; rather they are communicated in the
application or other supervisory processes. Depending on the type of charter, these
entities may be subject to risk-based standards as well. Because these are not
published requirements, these guidelines are applied on a discretionary basis by the
agencies and may not be uniformly applied to all entities. Because failure to meet
capital requirements can have an adverse effect on the financial condition and results
of operations of an enterprise, AcSEC concluded that, in cases in which these
requirements are applied, a discussion of the existence of these requirements,
ramifications of failure to meet them, and a measurement of the entity’s position
relative to imposed requirements should be disclosed.

A.35.

Capital disclosures in business combinations.3 The BSI Guide requires that
comparative disclosures be presented related to regulatory capital compliance. In
applying this requirement to entities that have completed a business combination,
AcSEC recognized that special requirements were necessary. First, because the
post-transaction capital of two entities combined through a purchase differs from that
of the same two entities had the transaction been accounted for as a pooling,
different approaches to comparative capital disclosures must be taken for pooling of
interests and purchase combinations. Second, the determination of regulatory capital
position involves not only purely quantitative elements but also potentially highly
subjective qualitative factors, such as relative operation risks, risks associated with

3

In September, 1999, the FASB issued a Proposed Statement of Financial Accounting Standards, Business Combinations and
Intangible Assets. This proposed Statement would amend APB Opinion 16, Business Combinations, and supersede APB Opinion
17, Intangible Assets. It is divided into two parts: The first part addresses the method of accounting for business combinations, and
the second part addresses accounting for intangible assets (including goodwill) whether acquired singularly, in a group, or as part of
a business combination. This proposed Statement applies to all business combinations except those between not-for-profit
enterprises, and would require that all business combinations be accounted for using the purchase method. Readers should be alert
to any final pronouncement.
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nontraditional activities, and other factors, which may in turn be mitigated by relative
sophistication of management and systems. Finally, AcSEC believes it would not be
representationally faithful to simply compare the combined capital and risk weighted
assets of the premerged entities, even in a pooling, to statutory capital adequacy and
prompt corrective action minimums or to actual or composite adjusted minimums of
the premerged entities. Such an approach might overlook mitigating factors that may
have been enhanced or risks that may have been magnified and assessed differently
in a combined entity rather than in separate entities and inappropriately suggest that
the regulators may have reviewed and accepted such combined levels as adequate
when they actually had never made such an evaluation. Accordingly, for these
reasons, and those related to purchase combinations described in paragraph 10c of
this proposed SOP, AcSEC believes that the required disclosures are the best
means to achieve the objective of comparative presentations.
A.36.

Capital disclosures by credit unions. The BSI Guide requires that bank and savings
institutions disclose in footnotes to their financial statements certain matters about
the institutions’ capital adequacy relative to regulatory minimum capital standards
and prompt corrective action requirements. The rationale for such disclosure
requirements was that failure to comply with regulatory capital requirements could
have a material adverse effect on the financial position and results of operations of
affected institutions. The CU Guide does not contain such requirements. AcSEC
believes that a credit union’s relative compliance with minimum net worth and soonto-be finalized capital and prompt corrective action requirements is equally important
to readers of credit union financial statements and thus similar disclosures of credit
unions to those currently in place for banks and savings institutions should be
required.

A.37.

Capital disclosures by mortgage companies. Failure to comply with minimum net
worth (capital) requirements imposed by secondary market investors could have a
material adverse effect on the financial position and results of operations of affected
entities. In developing this proposed SOP, AcSEC considered making these
disclosures conditional instead of requiring them only when the risk of noncompliance
is remote. However, AcSEC concluded that a mortgage company’s relative
compliance with minimum net worth requirements should be disclosed similar to the
required disclosures of banks and savings institutions.

A.38.

Disclosure of nonaccrual loans for banks and savings institutions. FASB Statement
No. 118 requires institutions to disclose the amount of loans defined as “impaired”
under paragraph 8 of FASB Statement No. 114. FASB Statement No. 114 does not
apply to “large groups of smaller-balance homogeneous loans that are collectively
evaluated for impairment, which may include credit card, residential mortgage, and
consumer installment loans.” Significant portions of credit unions’ and finance
companies’ loan portfolios consist of smaller-balance homogeneous loans. Credit
unions and finance companies often disclose insignificant amounts, or sometimes no
amounts, of impaired loans in their financial statements. Therefore, even after the
effective date of FASB Statement No. 118, credit unions and finance companies
were still required by their respective Guides to disclose the amount of nonaccrual
loans. In keeping with the objective of this project to reconcile the accounting and
disclosure practices among similar financial institutions, AcSEC concluded that such
46

guidance should be carried forward to the combined Guide, and applied to banks and
savings institutions as well.
A.39.

Disclosure of loans past due ninety days or more and still accruing, and the
accounting policy for determining past due status. Some financial institutions do not
automatically place loans on nonaccrual once they become ninety days past due.
Accordingly, AcSEC concluded that disclosure of both nonaccrual loans and loans
past due ninety days or more and still accruing would provide more complete
information about loan portfolio credit quality. Further, given this new requirement to
disclose loans past due ninety days or more, AcSEC believed that it would be
important for financial statement users to understand how past due status is
determined by the entity.

EFFECTIVE DATE AND TRANSITION
A.40.

Recognition and measurement. This proposed SOP represents unique transition
challenges. Certain recognition and measurement principles will be applied to certain
financial institutions for the first time. Some may not require change in accounting
method for institutions, particularly where no guidance existed on the subject for their
industry, as the guidance in this proposed SOP may have already been applied by
analogy. AcSEC recognized that the application of provisions in paragraph 6, except
for 6j, and paragraph 8e might result in a change in accounting for entities not
previously subject to this guidance. Accordingly, transition guidance was provided for
those entities as it relates to paragraphs 6a through 6i, 6k, 61 and 8e only. For entities
already subject to the accounting provisions enumerated in paragraphs 6a through 6i,
6k, 61 and 8e, initial application of these provisions should be reported as a correction
of an error. In applying these provisions to paragraph 6j, previously deferred gains on
the sale of servicing rights should be recognized at transition. Paragraph 7 of this
proposed SOP represents specialized industry practices and should have already
been followed by entities subject to this guidance. Paragraph 8, except for paragraph
8e, of this proposed SOP represents modifications to existing guidance in the FC
Guide to conform to “higher level” GAAP. All entities, regardless of whether they
were within the FC Guide, should have followed this guidance if they engaged in
kinds of transactions covered by paragraph 8.

A.41. Presentation and disclosure. AcSEC concluded that, in the initial year of applying the
provisions of this proposed SOP, all new disclosures should be required only as of
the most recent balance-sheet date. Disclosures of prior year information also would
be helpful. However, obtaining many of the prior year disclosures may be difficult for
many entities, and the benefits of doing so may likely not justify the costs. AcSEC
concluded that, after transition, comparative information should be provided.
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